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Purpose

To: Florida Public Service Commission

We have performed the procedures described later in this report to meet the agreed-upon
objectives set forth by the Division of Economic Regulation in its audit service request dated
January 6, 2011. We have applied these procedures to the attached summary exhibit prepared by
Peoples Gas System (PGS or the Company) and to several of its related schedules in support of
its filing for the Energy (Gas) Conservation Cost Recovery (ECCR) True-Up in Docket No.
110004-GU.

This audit was performed following general standards and fieldwork standards found in
the AICPA Statements on Standards for Attestation Engagements. Qur report is based on
agreed-upon procedures. The report is intended only for internal Commission use.



Objectives and Procedures

Revenue

QOperating Revenue

Objectives: Our objectives were to verify that the Company has applied the approved ECCR
adjustment factors to the therm sales during the period and to determine if revenues, as filed,
agreed with the amounts that were recorded on the books of the Company and these amounts
were accurately computed and properly recorded.

Procedures: We obtained monthly schedules of firm and interruptible therms sold, by customer
class, for January through December 2010. We verified that all interruptible service therms,
including Arizona Chemicals, were removed prior to calculating ECCR revenues. We applied
the Commission authorized rates by customer class to allowable therms by customer class and
adjusted our calculation for the revenue tax factor. We reconciled our revenue calculation to the
ECCR revenues recorded in the PGS ECCR filing and the general ledger. We performed a
customer billing sample test to verify that customers in all rate classes were billed the
Commission approved ECCR rate.

Expense

Operation and Maintenance Expense

Objectives: Our objectives were to verify that expenses, as filed, pertain to conservation
activities and support the Commission approved ECCR programs: advertising expenses directly
related to an approved conservation program as stated in Commission Rule 25-17.015, Florida
Administrative Code (F.A.C.); incentives listed in builder agreements match those of the
Company’s conservation programs; and, rebates given to customers agree to amounts prescribed
by Commission Orders.

Procedures: Using the general ledger, we prepared a schedule of conservation expenses by type
and program. We selected advertising, payroll, benefits, customer rebates, and home builder
incentive expenses for analysis. We verified that the Company’s filing reconciled to the amounts
recorded in the general ledger.

In our analysis of rebates, we examined the payment amounts and the existence and adequacy of
supporting documentation recorded in the Natural Gas Water Heater Load Retention and the
Residential Electric Replacement programs. We also verified whether the rebates made
complied with the Commission authorized rates in effect during the appropriate periods’.

In our analysis of advertising expenses we examined randomly selected vouchers and invoices to
determine if payments were made based upon adequate supporting documentation. We listened
to radio ads and we viewed television and web ads to determine that the ads met the

1 FPSC Order No. PSC-09-0733-FOF-GU, issued |1/4/2009, Docket No. 090004-GU Re: Natural gas conservation
costrecovery.




requirements set forth under Commission Rule 25-17.015(5), F.A.C. We also verified whether
advertising expenses were incurred in the current test period and when applicable, allocations
were properly computed and accurately recorded. The result of our analysis i1s included in
Finding 1.

In our analysis of payroll expenses, we examined significant fluctuations in payroll costs
between months for selected employees whose time is charged to ECCR. We also examined the
Company’s methodology for assigning payroll benefit costs to ECCR clause. We then
recalculated payroll benefits for a selected rnonth to determine if the methodology employed by
the Company matches the calculation reported in the general ledger.

In our analysis of builder agreements, we prepared a schedule of those agreements that were
entered into during 2010. We included the builder’s name, county of construction, effective date
of agreement, duration of agreement, required number of appliances, penalty amount for failure
to meet required appliance installation, and incentive amount. The result of our analysis is
included in Finding 2.



Audit Findings

Finding 1: Advertising Expenses

Audit Analysis: In our analysis of ECCR advertising expenses, we determined that the
Company recorded advertising costs of $1,039,486. The purpose of these advertising costs was
to promote the use of natural gas and inform the public of rebates available for the replacement
of electric appliances (replacement) or the retention of natural gas appliances (retention). We
examined documentation supporting advertising costs totaling $930,365 or 89.5% of the total
advertising expense incurred.

We noted that the Company incurred $9,300 for advertising its Residential Replacement and
Retention programs, and Residential — New Construction program and Commercial Program in
Florida Plumbing Perspective magazine.

The Company incurred $100,000 for advertising its replacement program on talk show spots and
FB (football) radio broadcasts on the Seminole ISP Sports Network. The Company also incurred
$4,000 for hospitality and merchandising which were charged to accounts other than ECCR.
Additionally, the Company incurred $6,900 for advertising its replacement program during the
Gator Bowl Broadcast. The total costs incurred complied with contract terms.

The Company incurred $101,115 for an advertising agreement with IMG Communications Inc.
for ECCR advertisement on television/radio broadcasts, a web banner on the Gatorzone.com
website, and spots on a coaches’ talk shows. The Company also incurred $1,760 for hospitality
and merchandising which was charged to accounts other than ECCR. Additionally, the Company
incurred $15,100 to broadcast its replacement programs during the SEC Championship Game,
the Sugar Bowl and a talk show after the SEC game. The time period for the web banner on the
Gatorzone.com website was for the four months during football season. A current review of the
Gatorzone website did not reveal any advertisement for the Company.

The Company incurred $24,890 for advertising its replacement program during a televised
coach’s show and FB radio broadcastings for the UCF Knights. The Company also incurred
$920 in merchandising which was charged =0 accounts other than ECCR.

The Company incurred $56,500 for sponsorship advertising with the Tampa Bay Arena, LP
(Bolts Ice Hockey Team). With this sponsorship, the Company received 59 radio and 33
television 30-second advertisement spots of its conservation replacement program for one year as
well as web banner and hyperlink website exposure on tampabaylightning.com for an
unspecified period. Additionally, the Company will have its advertising included in ali game day
programs and in the official yearbook.

The Company incurred $10,500 for sponsorship advertising with the Tampa Bay Storm. With
this sponsorship the Company will receive billboard exposure, 15 30-second television spots, 80
30-second radio spots, and a website banner during the regular season, full page ad in game book
and insertion of an ad the replacement conservation program in a media guide.

Along with Florida City Gas, the Company entered into a multi-year contract with Fins
Integrated Media Group for advertising in 2010 to promote energy efficiency and consumer



education as a part of their energy efficiency programs. In 2010, the Company incurred
advertising expense of $63,632. The bilingual conservation advertising will be included in daily
radio spots with streaming internet radio, pregame and game time radio broadcasts to include
billboard mentions, and web banner coverage for five months. The Company will interact with
game goers to provide educational materials regarding the benefits of using natural gas and the
gas conservation programs and rebates that are available.

The Company incurred $150,890 for membership dues to the Florida Natural Gas Association.
The Company allocated this expense amongz ECCR - $42,267, Lobbying - $22.634, and Dues -
$82,990. This payment qualifies the Company to be listed in its 2010-2011 membership
directory. Included in the membership directory is a page advertising GetGasFl.com (Your Link
to Energy Conservation). GetGasFl.com is a web information site promoting the economical and
environmental aspects of gas usage for both manufacturers and gas utilities with consumer tools
and resources. It is supported by Florida Natural Gas Association {(FNGA), Tampa Electric
Company (TECO), Florida City Gas, Florida Utilities and Central Florida Gas.

The remaining conservation advertising costs that we examined were payments to MTN
Advertising Inc. for billings by GetGasFl.com network/cable and radio broadcasting, banner ads,

program and ad development, television and radio production, and on-line videos. Total costs
examined totaled $674,678.

Using the Program Progress Reports prepared by the Company, we performed an analysis of
participation in the residential appliance replacement program and the residential appliance
retention program. We noted that for 2010, participants in the residential appliance retention
program increased by 2,840 which is an increase of 12.57% over new participants in 2009. The
number of new participants in the residential appliance replacement program in 2010 increased
by 473. This represents 47 fewer new participants in 2010 than in 2009,

Effect on the General Ledger: For informational purposes only.

Effect on the Filing: For informational purposes only.




Finding 2: Home Builder Incentive Payments

Audit Analysis: While reviewing home builder agreements, we noted that the Company requires
some builders to install piping only for pilotless gas ranges and for gas dryers to qualify for an
incentive payment of either $100 or $150. Other home builders are required to install the actual
appliance for the same $100 or $150 incentive payment. The Company verified that it does
indeed pay builders an incentive payment for the installation of piping only.

The Company references PSC Order No. 23462, as the authority given to pay only for the
piping, “...The incentives offered to builders under this program are designed to assist in
defraying the added cost of gas piping and venting. Participation in this program is open to any
builder of homes who installs energy efficient whole house gas heating and water heating and
provides piping and venting connections for a range and clothes dryer.” *“.... Under the proposed

program, the allowance....for heating and water heating, range connection....dryer connection
total ....”

In Commission Order 10-0551-PAA-EG’, it is stated that for the Residential New Construction
Program, “Allowances are paid upon service activation for the installation of the applicable
appliances. The program allowances are designed to assist in defraying the cost of interior gas
piping, venting, appliance installation and other costs associated with residential gas service.”

We were not been able to determine total incentive payments that have been paid to builders for
the installation of piping only.

Also, we determined that the Company does not always assess the failure to complete penalty to
home builders who do not meet the minimum number of required appliance installations. We
were not been able to determine the total dollars impact for this practice

Effect on the General Ledger: For informational purposes only

Effect on the Filing: For informational purposes only.

2 PSC Order No. 23462, issued 9/11/90, Docket 900089-EG, Re: Request for approval of Energy Conservation Plan
by Peoples Gas System, Inc, Docket 900089-EG, Issued 9/11/90, page 19,
* FPSC Order No. PSC-10-0551-PAA-EQG, issued 9/2/2010, Docket No. 100186-EG Re: Petition for approval of

natural gas residential energy conservation programs, by Associated Gas Distributors of Florida.
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